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Guidelines for the Survey of
ivil Agencies Procedures and Practices in Hegotiating
Noncompetiitive Contracis Over S$100,000 zna to Exanmine
the Rezsonabvleness of the Prices Hegoviated
Code 9503L0

v
|

OBJECTIVE -, , .

The objective of this survey is to determine, for those contracts

selected, whether sufficient bases exists to warrant performing a detziled

- review of the reasonableness of the price negotizted. In 2ddition, we also

ol edaltabedd

want to evzluate procedural problems 2t the procurement office when we
identify instances where the price may have been over stated because of
actions tzken by the coatraciing officer or members of his team, such as the
suditors or technical evalua“co’rs..

This survey will cover 25 fixed price, noncompetitive negotiated con-
tracts over $100,000 awarded by four major civil agencies (FASA, DOT, EE and
HUD) on the basis of certified cost or pricing data. The contracts to be
examined are shown in the attached listing. |

The following fzctors were considered in selecting .,}:13 contracts:

(1) value, concentrating on the larger; (2) menpover availzble within our
participating regional offices, 2 maximum of five contrzcts hzs been assigned
for examination by each region; and (3) location of contractor to permit
perticipation by the regions. M.Tli.e'__total value of the contracts to be
exzmined is $33.6 million.

BACKZROUID

Public Law 87-653, the Truth-in-Kezotiations Act, enacted by Congress

* in September 1952, applies primarily to Defense procurement although its

pro'}isions have been zpplied to Civil agencies through the Federzl Procure-
A

ment Rezulations (FPR). The law requires (1) prime contractors and subcon-

tractors to stomit,. subject to certzin exemptions, cost or pricing data (as
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defined in FPR 1-3.807-3(h) in support of jroposed prices for noncompetitive
coniracts expected to exceed $100,000 and et the completion of negotiations,
and (2) that contractors and subcontractors certify that the cost or pricing
data provided is accurate, current, and complete. Refer to the FFR 1-3.807-3
for specilic regquirements for cost or pricing datz. The Law also provides

for contract price reduction when the negotizted contract price to the Govern-
ment was increased by any significant sums beczuse the contractor furnished
cost or pricing data which was not coxplete, accurate, and current 2s certi-
Tied in the cont?actor's certificate of current cost or pricing data

{FFR 1-3.81L4-1 Price Reduction for Defective Cost er Pricing Data). Ve want

-

to emphasize, however, that rather than merely identifying 2nd reporting

?oﬁggﬁial-defective priciné, we will evaluate the agencies' contracting
procedures in order ?9 iden;ify any menagement weaknesses which are agt to
result in o£her instences of-overpricing unless they are corrected.

FPR 1-3.807-2{c) provid;s that some form of cost analysis (finzncizl
audit and technical,evaluati;n) of the contractor's proposzal be performed
whepever cost or pricing date sre reguired (Per FER 1-3.807-3) to be sub-
mitted. Financial zudiis end techniczl evaluations zre reviews of a
-contractor's submitted cost or pricing data and of tﬁe.judgmsntal fzctors
ap?iied in projecting from the data to the estim=ated costs. They provide
advice {o the contracting officer about the degree to which proposed costs
are representative of future perférmance, assuzing reasonzble economy and
ellicienzy.

The contracsting olficer is responsible for negotiating a fair and .
reasonzble price (FR 1-3.80142). fhe degree to which adequate cost enalyses

'\ - > - - ) -
2nd technical evaluzations are performed and the extent to which such sssess-

ments ere relied uvpon in negotiations by the contracting officer, significantly

- influence the contract price.
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In the review of 28 Department of Defense (DOD) prime and subcontracts,
which resulted from previous surveys, we found that the negotiated prices
of prime and subcontracts were $22 million higher than indicated by availeble

cost or pricing data. The prime contract overpricing occurred primarily

. .

bvecause (1) contracting officers did not obtzin adegquate cost or pricing data
elong with prime con‘bractolfs' propesal submissions, (2) z2deguzate cost and
technical evaluations of the proposal were not performed anc'i/or (3) negotia-
tions with the contractor were ineffective, Subcontracts appeared to have

2 propensity for over and/or def’ective pricing primarily because (1) subcon-
tractors were not aware of the date that the prime coniractor signed the
"Certificate™ and did not unda. e.the subcontract proposal through thai date
(FPR 1-3.807.3(4d) (2)), (2) of claimed ignorance by the subcontractor of the -
requirements of FFR 1-3.807.3 and (3) the prime contractor feiled in his
responsibility to update the prospective succontractor’s datz to the
"Certificate" date from the time of the original submission by the subcon-
tractor. Regional OF u.ces are reguired to identify ma:\.v:.dual subconiractor
pronosals —f:r additional 'orog*a.mﬂd survey e"fort where an::ronr:.a te.

LOCATION OF VWORX

Tne survey work will primarily be performed at jthe contractors' plants.
Prior to stariing work at, the contractors' locations, the Regional Office
should o‘btai;; from the cognizant procurement office the following information:

--prime znd subcontractor's executed Certificate of Current Cost :

or Pricinz Dete, i a-ny,
--the contract pricing pronos 1, (G3A optionzl Form 59 or 60,
DD Form 633),

~221l cost or price 2nalysis reports (internal or external),

3
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~~the price negotiation memorandum,

‘-~the complete contract.

In instances where the prime contractor is located in a different

geographic area than that of the contracting office, PSAD/GP will atiempt

<o obtain the 2bove mentioned datz from the contract olfice and then

forwerd this data to the respective GAO region in order to facilitate the

start of the survey.

——a e - e ——
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outside of your respective GAD region, please contact PSAD/GP for coordina-

tion.

AUDIT CUDDELIKES

If eircumstances indicate that additionzl work must be performed

7/

Key indicators in achieving the stated objectives are as follows:

A. TInzdequate support for estimates in the

price proposszl.

B. Inzdecuate Government cost and techniczl evzluaticns of cost

or pricing data submissions or ineffective use of the daiz

end evaluztions in nezotiations.

C. Updzte price proposzls no obtzined or evaluzied where warraznted.

D. Significent cost underruns in the performznce of contract effort.

A. TIIADEQUATE SUPPORT FOR ESTIMATES Til THE PRICE PROPOSATL

i. Initizlly, we should determine the method by which the agency requires

its contractors o submit their coatract pricing
work at the agencies have indicated that various
-this purpose. DCT, H=T, and JUD a2re 211 supject

FIR vhich prescribe using optional Form 59 or 60

proposals. Qur preliminary
fors are being used for
to the provisions of the

(FFR 1-16.902) but many of

these agencies have their ovm implementing regulations which may provide

N
for alternatives. (Coast Guard, for instance, dezls with many delense

e
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contractors who-are more femiliar with the DD Form 633). IIASA, being

an independent agency coming under the Defense Production Act of 1950

' e

implements KASA Procurement Regulatilions which prescribes the use of the

DD Form 633 (’z&s.sa PR 16.202). Use of these forms provide 2 uniform basis
e ——————— -

to submit and identify Incurred or estimaied costs and contain detailed

instructions to offerors concerning the use of these forms.

2. For the following cost elements, _the approprizte column should 'be'

noted as to whether cost or pricing datfa was submitted or i&ehti;‘ied

and whether it was complete or incomplete. The ansvers- should consider

all dete submitted to the confracting officer or his representetives (/. Z, Déﬁf?)

rather than just the ini:tial submission. Where more than one price

roposzl was submitted, evaluate only the most recent proposzl thai was
- 2 - -

-considered in the negotization of the contract price.

e
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Final

Cost Negotiatad
Element ‘ Amount

Submitt

ed Cost or Pricing Data

Complete

Incomnlete

None1

W/P
No.

Purchased Parts ‘ $
Subcontracted Items

Raw Material

Standard Commercial Items

Haterial Qverhead

- Interdivisional Transfers

Direct Engineering Labor

Engineering Overhead

Direct Manufacturing Labor

‘Manufacturing Overhead

ther Costs

General and Administrative E;benses
Royalties '
Federal Excise Tax

- Total Proposed Costs s

Percent i

Lump sum reduction {if any)3
Profit
Negotiated price

$

.

-

§omm

- .

- -

1 For those items where incomplete or no data was submitted, determine whether or

not the audit reports or technical-evaluation reports indicate that, although

complete data was not submitted-with the proposcl, 1t was in fact furnxshed to-

*he aud1hors or technical- ev;Iuators.;;‘

"2 pgrcent in relation to total proposed cost.

3 1f lump sum reduction was identified to cost element, apply to each element.




The "Insiructions to Offerors" on the rear side of the Contract

:. ) @Pf?

Prieing Proposal Forms describes to the coniractor the type of data 7**
- 4
- ‘required. As 2 Supplement, the ASPR Mznuzl for Contract Pricing (ASPM < SW‘M%
X¥o. 1), Chapier 2E(15 Sept 75) contains 2 numver of detziled examples of
‘whalt constitutes 2 complete subﬁission or yhat represents enough datz,
Tt is emphasized that an zudit or internal Price Analysis does not
negzte the responsibiiity for requiring submission'of datz. (See excerpis

from B-168450, 8/5/74 below)

It should be recognized that a contractor's proposzl may be considered

.to be complete if the bages Tor the estimates of 21l cost elements are

described and supporting data is submitted or identified. The data sub-

mitted m=y, however, later be found to be inzccurate, incomplete, or
noncurrent,

Although the contractor's proposal is considered ito be complete, the
data éubmitted_by the contractor need not zlwzys be factusl or verifizble.

HTh§4coﬁtractor may state that the estimate is based on judgment and '
" reprzsent: tha% nd other pertinent inforzmation is wvailable.

In evaluating support for subecontract costs, refer to FIR 3-807.3(d)
thrqugh {(e). This section reguires, in certain instances that subcontract
-estimates be supporied ﬁy a Subconiractor’'s Price Proposal and supporting

t2. In epplicable czses, compliance with these requirements should be
deternined. (Sgg Page D!

The following excerpts from our report "Improvements Still Keeded

in Tegotiating Prices of Iloncompetitive Contracts” (B-165450 dated

\ .  &wugust 5, 1974} are exzrmples of cases where insulficient cost or pricing
. . Y
) costs.

— t2 were suomitted in .support of Proposed or negotizted

-
f
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faterials

The Army's San Francisco Procurement Agency awarded a
$5.8 million contract for cartridge cases that included
material costs of $1.4 million. About $1.2 million of this
amount was not supported by adequate cost or pricing data,
For one type of material,steel plate, _the contractor identi-
fied the basis for unit cost but did not identify the basis
for th° quantlty Tequired., ~Other material costs were identi-
“fied as based on standard costs, but no data was presented or
identified to show how the standard costs were established or
"the basis for adjustment factors applied to the standard costs
“to arrlve at proposed costs. .

In its letter of May 24, {see app. II1), DOD

commented on this example.

1974,

DOD said that its review indicated that the data avail-
able was sufficient and in accord with policy require-
ments. Specifically, DOD stated that the contractor
disclosed the steel plate to be used, its price per
pound, the pounds required, and identified the price in-
creases of steel since award of a predecessor contract.
DOD azlso stated that the agency auditor took no exception
.teo materizl, noting that the steel price was based on a
catalog price effective on the same date identified by
the contractor as the most recent steel price increase.

We agree with DOD that the above information was made
avallable to the contracting officer. However, except for' the
basis of the price of steel plate, th15'information does not
fulfill specific requirements for cost or pricing data estab-
lished by ASPR and the ASPR Manual for Contract Pricing.

. .The material cost proposed by the contractor apparently
consisted of several types of materials. Basic material costs
were adjusted for spoilage and material variances. The con-
tractor identified the quantity and price of the steel plate,
but did not disclose the source of this information or data to
support other material quantities, prices, and variances. The
auditor, technical analyst, and price analyst furnished the
contracting officer additional supporting information but digd

‘not adequately identify how the contractor determined the types

and quantities of all materials proposed, the method of pricing
all of the materials, or the b351s for estlmatlng spoilage
and variance factors. o
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Some of the data furnished by these officials were
contradictory. For example, as DOD states, the auditor noted

" that the proposed steel prices were based on catalog prices.

The price analyst, however, stated that material costs werTe
principally based on historical data and new quotations. As
a result, there was no clear identification of the cost or

" pricing data submitted and certified by the contractor in

support of the proposed price.

Subcontracts

The Air Force Electronic Systems Division awarded a
contract which included a noncompetitive subcontract estimate
of about $515,000. The prime contractor supported this cost
estimate with a firm quote furnished by a2 prospective sub-
contractor. Th& prime contractor, however, did not obtain

and submit to the Contracting officer, though required, sub-

“tontractor cost or pricing data to support the quote. DCAA's

Taudit report on this proposal did not show what data, if any,

had been furnished to the auditor to support the subcontrac-
tor's quote.

Labor

The Naval Electronic Systems Command awarded a $1.1 mil-
lion contract for electrical equipment shelters that included
about $146,000 for manufacturing labor costs. Although the
contractor stated that the labcr hours were based on prior
experience, the experience data used to develop the estimate
was not identified. The contractor stated that a composite

developed.

Qverhead

The Army Corps of Engineers, Huntsville D1V1510n, awarded
a contract for a shock test program. The contract price -
included overhead costs of $260,000. -Although the contractor's
submission disclosed that this amount was computed by applying

“three overhead rates to certain direct labor costs, the

10




contractor did no; submit data show1ng the basis for the
rates.

PRSP o i

General and administrative

'The Defense Construction Supply Center, DSA, awarded
a $4.4 million contract for fire CXLlnCUlShlng foam which
included "§205,000 for general and administrative costs.
The proposal stated that general and administrative costs
were based on projected costs for a particular year. _The _
proposal, however, did not contain data showing how the

“proposed amount was computed, such as the various cost

elements in the general and administrative pool or the base

for'allocatlon.
w‘.‘“

— P

Other costs

The Naval Ordnzance Systems Command awarded a $9.8 mil-
lion contract for gun mounts. This amount included other.
costs of about $527,000, represented as being 6 percent of
total production costs. .Although the contractor explained
that the rate was based on a mathematical projection of

historical relationships between other costs and production -

costs under a specific contract, data in the records at the
procurement office was nct adequate to permit a reessonable
understanding or reconstruction of the mathematical projec-
tion.

- - = -

s
For those elemsats not aqecuuuelv lcen ified in the price of
proposal compare with the cost of performance and p rord aundit
! and technical evzluztio sulss.
R
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EVALUATION

A
TR R DOTNTU S
DEFFECRIVE

OTIATTIONS

* B. INADZQUATE GOVERIMENT COST AND TECHWICA
" OF C0ST OR PRICING DATA SUBHMISSIONS OR
USE Or TH= DATA AND FEVALUATIONS IN NEG

1. Evaluzte the adeguacy of the preaward audits of the contractor's

price proposal in terms of scope and depth of coverage. FFR 3.801-3

—— e e = —— e

end 3.809 contein guidance on the responsibilities of the contract

————— o

auditor and other field, pricing supvert personnel when reviewing

contract pricing proposals. Obtain copies of the audit reports
and: ;;:riew supporting working papers. The zmount of audit effort
expended by the audit t'e_az:'z, degree of coverags, and any qualifica-
tions contzined in either the working paéers or the avdit report
- .

should be considered in meking this determination. Audii guidance
is contained in Chzpter 5 of DCAA's Contra..c‘b Audit Manual (CAM).
Where nmore than one preaward audit was performed, or where supple-
mental audit reéor‘:.; were issued, éach audit should be evaluzted.
Tnis step should include a determination 2s to whether the auditors
performad an/adequate\‘)evaluaticn of the forecasted business volume,
vhich is often used to cormute forecested (proposed) indirect
- expense rates. ‘
2, Note the timing of the preaward auiit in relation o coﬁtract

negotiations and whether restrictions or time constraints were

-

izposed on the auditor. Determine if the audii report.or resulis

f . \ ’ . . . .
were .effectively /‘used by the contracting officer in prime coniract
negotiztions.
3. Deterzine if preaward aucdits were reguested and perforzad on mejor

subcontract estimates (FFR 3.307.3(e)(3)) included in the prime

contractor's proposal. A cursory inspection o the contracior's

T T - B e



proposed make or buy program -(FPR 3.902) mey facilitate the .,
identification of major subcontractors. =Refer to F=R 3.807-10 &
&lso. Evaluzie the contraciing officer's record of negotiztion
(FPR 1-3.811) to determinez the extent to K-;'hich subcontract audit
repores were used or relied upon during prine contract negotiiations.
Determine if postewerd {Gefective pricing) audit of the price pro-
posal, per FPR 1-3.807-5(c) has been performed cr scheduled.

If the postawerd review has been compleied, evaluate the zpparent !
adecuacy of the scope of review and the information andfor date

eccumulated. In the summery briefly list the audit steps, by
_ .

cost elenent, performed by the auditors in their delfective pricing

review and state the number of audit hours expended., Alsc include

g brief sumnary of their findings and our comments on the post

audit findings, .

Determine if a2 review of the contractors’ estimeting system, per

FPR 3.805 (c)(3) 2nd parazragh 9-10% of CAM, has been made, If

so, obtain 2 copy of the repori and determine whether the auditors .

gave proper considerztion to indicated weaknesses in determining -

the scope of their preawerd sudic.

Public I=w 91-379 resulted in the establishment of a Cost Accounting
tendards (C4S) Board for the purpose of promulzating cost accounting
standards designed to achieve uniformity and consistenecy in cost
accouwnting principles. The Public Lew and ils implementing rezpule-
tion FPR 1-3.1203 recuires Defense 2s _t-:ell 2s non-Defernze contractors
end subcontractors, as a condition of contracting, to disclose in

writing (CASB Disclosure Statemént), their cost accounting practices

and to agree to a contraci price adjustment, with interest, for any

S o e e s mre e




« e U e P S [

increased costs paid to the contrzctor beczuse of the coniractor's
failure to (1) comply with siandards promulgeted by the CAS Board
or. (2) follow consistently his disclosed cost accouniing practices
dn pricing contract dropcsals and in the accumuleting znd revorting
. eontract performance cost data. Fourteen (14) cost accounting
_standerds (Nos. hOl-Li2, kik-ki5) were promilgated through fiscal
year 1975. ' ' ]
As _paft o this survey we should determine whether or not the
egencies heve implemented this resulzation (FPR1-3.1203-subject to
the exemptions noted in FPR 1-3.1203(2)(2) by incluvdinz cost account-

ing standards :Ln’ their contracts. If the zgency has failed %o

ca."-b
e , . . . .
"'M(‘}l«'*“ 1:;‘ include these standards as part of their comiract, ingquire as %o
C,ﬂ' - <h-
<. N - .., hor - lan
ey m\’w their reasons why. ( lwsch. Caw ask Yhu jusalim for s 3f Juease l')
et © ' ACC o PLO
T. Delermine if the cognizant contract administration office performed
. b 2 price/cost anzlysis or technicel evaluation of ithe contractor's
{ o ¥ 1
: A .. ¢
\)" *"‘4}“ proposal. Analyze the resulis in the same format as previously.
L
\ discussed for contract audits. FER 1~3.801-3(b) states the
4
T general responsibilities of field pricing support persomnel.
8., Assure that 2ll significent elements of provosed costs were
reviewed and evaluzied by a2udit or comtract zdministration; also,
-note, the currency of the datz used in the evaluation process in
\ -
"in relation to the timing of the review,.
The following excerpis from our report "Irmrovements Needed in Making
2nd in Reportinz on Technical Evalustions of Koncompetitive Price Proposals”
(B-165L50 dated M2y &, 1975) are examples when techniczl evaluztions were
considered inzdequate.
- - . -
14
Y
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CHAPTER 2

_ IMPROVEMENTS NCEDED IN MAKING EVALUATIONS

We examined 40 technical evaluations involving proposed _
direct costs of $59.7 million. Evaluations of $35.8 million, .
-or 60 percent, of this total were adequately reviewed. 1In ‘
contrast, evaluations of $23.9 million, or 40 percent, of

_ the total were lnadequate, even though some review work had
been done. There is no assurance imr these latter cases‘that;
contracting officers had sufficient 1nFormatlon to’ negotlate e
fair and reasonable prices. ' , T

Below is a summary of thé’resﬁlts of our review.

Proposed Direct Costs Examined

~ Manufac- Engi-~

Results of turing neering E Total
review Material labor labor Other Costs Percent
~-{millions)
Adegquate $25.9 $ 5.1 $2.8 $2.0 $35.8 60
Inadequate 11.8 6.1 5.2 .8 23.9 49 :
Total $37.7 $11.2 $8.0 $2.8 $59.7

Evaluations were considered inadequate when (1) required
reviews of cost or pricing data were not made and evaluators"
used less anpropriatp evaluation techniques, (2) portions of
cost or pricing data were not reviewed, and (3) insufficient
analyses were made.

_USE OF INAPPROPRIATE TECENIQUES

CPET  pop regulations provide that cost ana1y51s be made  when
“cost or pricing data is requzred to be submitted.: They define
cost ‘analysis as the review and evaluation of- such data" In
.80 cases, evaluators did not review cost or pricing data sup-
portlng all or some cost estimates. Instead they evaluated L
‘the estimates by (1) comparing them with estimates submitted =~ .
for prior probureneﬁts or "independent Goverhment cost esti- - .T.a ..
-mates or (2) using ‘personal judgment based on claimed famlll-'“'“‘
o arity with the tasks to be performed, contractor's ooeratlons,
.0 or -product or service to bs provided. -Although these tech~ -

~ " ..
-0 nigues are acceptable as -2 supplement to cost analysis, they
'should not be used as a substitute fot DOD's requlred revlew
- of cost or prxcxng data. _
15
. i
e

T e et e et e
X L et e

Lo

Y



For example, a contractoer submitted a proposal to expand
the capability of a multipurpose automatic inspection and
diagnostic system for automotive engines and transmissions
to include another type of engine. The contractor quoted a
price but did not submit any cost or pricing data. The eval-
vator then developed an independent estimate without benefit
of the contractor's data. Subsequently, the contractor sub-
mitted a detailed price proposal totaling $221,073 supported
by cost and pricing data. The evaluator's review of the de-
tailed proposal invelved only comparing the contractor's
price with .his own estimate, which was similar, and did not
include a review of the cost and pricing data. -

However, our examination of the contractor's proposal
showed that the proposed direct engineering labor hours were
about 15 percent higher than those included in the Government
estimate. The evaluator, in his report, did not méntion the .
difference in dfrect labor hours but stated only that the pro-
posed price compared favorably with the Government estimate.-

PORTIONS OF COST OR
PRICING DATA NOT REVIEWED

DOD regulations state that the contractlng offlcer will
initiate requests for pr1c1ng assistance and will clearly.
stipulaee specific areas of the proposal for which assistance
is requlred If cost analysis 'is requested, DOD regulations
state that it will be a review and evaluation of the contrac-
tor's cost or pricing data and of the judgmental factors ap-
plied in projecting from the data to the estimated costs.

" The Defense Supply Agency and an Air Force headquarters
commarnid have published procedures for assigning responsibil-
ity for determining the need for technical review and the
specific proposal areas to be covered by such a review.
Purchasing and project offices and Navy activities included -
in our review had no such procedures issued by a headquarters
command .2although some local activities had developed some
procedures.

The procedures issued by the Defense Supply Agency and
the Air Force state that price. analysts or administrative
contracting officers are responsible for dstermining the need
for technicel review and areas to be reviewed. The technical
evaluator's review, therefore, should be responsive to the
requestor's instructions. The procedures also state that the
administrative contracting officer or price analyst is the
focal point for coordinating all pricing assistance -work.
Therefore, if an evaluator believes that all requested cover—
age cannot be provided, the reasons should be discussed with
the requestor, docunented in the evaluatlon file, and men-
tioned in the evaluation report

{ - 16
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In 20 cases, technical evaluators did not review some
portions of the contractor’s cost or pricing data although
requested to do so. Incomplete evaluations included (1) not
analyzing soms cost categories, (2) not reviewing accuracy
and appllcabxllty of historical data included as part of
cost or pricing data, and (3) not reviewing the basis for
labor hour standards, adjustments to standards, or some
percentage factors used by contractors in formulating
estimates.

For example, a contractor included 51,280 labor hours,
at a proposed cost of $221,016, for assembly and reliability
burn~in testing as part of a proposal for improving radar
altimeter systems. The price analyst requested evaluation
of these hours, but no analysis was made. The need to per— .
form other workload requirements was cited by officials of -
the evaluating activity as the probable reason for nonper-
formance. However,; agreement to limit the evaluation was
not obtained from the price analyst, and the evaluyation re- "
port did not mention that the hours were not reviewed.

INSUFFICIENT ANALYSIS MADE

1f insufficient analysis is made, the evaluator may.not
be able to develop sufficient data to make meaningful recom-
mendations on the reasonableness of estimates, and the con-
tracting officer may only have limited information for nego-.
tiating a fair and reasonable contract price. In 11, cases,
evaluators made insufficient analyses when they based their. -
recommendations on reviews of 1ncomplete cost or n:1c1ng data-
and/or inadequate sample results. .

Evaluatlng incomplete
cost or pricing data

If an evaluator does not get the data used bBy: the con-
tractor .in developing estimates, he is handicapped in making
a thorough and effective evaluation. For six cases, evalua-
tors' recommendations were. based on reviews of 1ncomple;e
cast or pricing data.

Inadequate samples

Contractors often submit detailed lists of items as
support for proposed direct materials. Some of these lists
are very long, and reviewing all the items would be time-
cq?suming. Consequently, the use of sampling is justified.

17 .




Many types of samples can generally be classified eas

‘eitner judgment or probability samples. The usual goal of

any samgls is that it be representztive of the entlre group -’
of items about which information is desired. JLagment -
samples are based on subjective methods of sample selection,
using personal judgment, and often do not provide assurance
that the sample is repressntative of the entire group. Prob-
aoilitj samples are basa2d on a body of accepted theory which
maKes it possible to measure the reliability of sample
results. .
For six casss, eva tors used judgment samples when

evaluating direct mater s In our view, the methods of
selecting the sample did not provide assurance that sample
results represented t:tal'items being evaluated. For exzample,-
an avaluator was asked to review direct materials supported '
by a detailed bill cf materials having a proposed cost of

apout $5.2 million. The bill of materials was voluminous.
The evaluator had no dccumentation showing how he reviewed
materials. Hz told us his method was te scan the list until
he found an item he was familiar with, then to c¢heck the
listed quantity of that item for accuracy. This method of
sampling provided little assurance that the bill of materlals
was reasonable.

a
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CHAPIER 3 .

MOKRE INFORMATION NEEDED IN EVALUATION REPOKTS

Pechnical evaluations are made to help the contracting

officer establish a price onjective to be used in negotiating

the contract price. #any evaluation reports shoulda contain
more information.

Our August 1974 report to the Congress 1/ stated’ that - hiEd s
many technical evaluation reports did not adequately describe
the scope and depth of work per:ormea, and specific data
analyzed nor cite sufficient data and rationale to !support
exceptions taken to the proposal. .

~ In our current review, we alsc found that many.reports
did not contain adequate. information .to support recommenda-
tions for acceptance and nonacceptance of proposed amounts.
Consegquently, contracting officers d4id not have”assurance
that evaluators' recommendations of acceptance or nonaccept-
ance of proposed costs were well-founded.

For example, a contractor proposedthe'use of 20,525 - 7

engineering lapor hours, at zan estimated cost of $146,998 to-

" perform 50 tasks to provide items of ground support equipment.

Tne proposal was to definitize the price for a previously
issued unpriced order, and productlon was underway at the time
the proposal was evaluated. - . , :

Repor+ing was inadeqguate for a large portion of the
accept°d hours because the scope and depth of work performed -
or the specifi~ data analyzed were not adequately ‘described.™
It was also inadequate for most of the hours not accepted
pecause tne recommendation for nonacceptance was . not properly
supported. . .

After price negotiations, but before it approved the
negotiated price, & DCAS board of review analyzed the contract
negotiator's price negotiation memorandum and all advisory
reports, 1nclud1ng the ‘technical evaluation report. The board’ .
recommended that the administrative contracting officer make
no award until hs obtained a favorable reevaluation by the
poard. The boara stated that the nagotiation memorandum con-
tained no information justifying the reasonableness of the
negotiated price and tnat one reason it questioned the negotia-

tions was because of inadequacies in the technical evaluation

Tepart. It-was furtner stated-that the report presented no
firm conclusions on most labor<categories because the basis -

i/Imnrovaments -5till Needed in XNegotiating Prlces of Noncompetl—
tive Contracts Over $100,000 (8- 158450).
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for judgmental coanclusions and assumptions was not ajequately

" -explained, rationale used was unclear or incomzlete, and how

the evaluation was accomplished was not explained. The
-evaluators who prepared tne regort told us that, in their
ocpinion, the deficiencies in reporting occurred pecause of
lack of training and experience.

Our August 1974 report (see p. 8) recommended that the.
Secretary of Defense require that activities making technical
evaluations of price proposals include in their reports the
scope of the evaluations, data analyzed, and data and ration-
ale supporting conclusions and recommendations. 1In their
comments, DOD officials stated that our recommendation would
be referred to the military services and to the Defense Supply
Agency as an example of a matter of concern in their effort
to improve the procurement process within their organizations.

Although the evaluations we examined during this review
preceded this promised action, we believe our current
identification of deficiencies in the reporting process con-
firms the need for action by the Secretary (see p. 14).

.-
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CHAPIoK 407

ReASUN> FUR DErlllonCIES In AVALUATING AND REPCORTING

. Deficiencies in evaluating and reporting occurred because
{1) COD had no uniform standards for these functions, (2)
planning was often inetffective, (3) supervisory raviaws were
often inadeguate, and (4) many evaluations were made by
evaluators who had not been formally trained for such work.

NG UNIFCRM STANDARDS

Standards are general measures of the quality and adeguacy
of work. Technical evaluations ar2 mage by many activities,
put DOD has not developed uniform performance and reporting
standards. Some individual activities had some published
standards, but tnese varied between individual activities or
agencies. This absence of uniform standards contributes to
variations in the quality of evaluations.- ’

The Armed SerVices Procurement Regulation Manual for Con- -
tract Pricing is available for use by all DOD activities, but
it doss not contain cost analysis standards. Five of the
activities in our review, either purchasing or project offices,
made evaluations without the benefit of published standards.
‘The remaining 15 activities had published standards issued by
local activities, agency regional offices, and/or headguarters
commands.

INEFFECTIVE PLANRING

fraining guides used by the Navy and the Defense Supply
Agency for instructing technical evaluators in cost analyzing
state that evaluators should develop a plan of action after
reviewing the contractor's proposal and before visiting the
contractor site. Also, during the previsit phase of a review,
evaluators should coordinate with other members of the pricing
team to obtain information and advice that could pe of value
in planning work.

The training guides do not stipulate.that action plans
be written. We believe, however, that listing action steps
is desirable because it will facilitate control over the
work and create a permanent record of the evaluation coverage
for supervisory perscnn=l to use in insuring that an adeguate
2valuation was made. Our review showed that few evaluators
azveloped systematic written work plans and that many 4id not
coordinate with other members of the pricing team.

21
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Developing systematic

analysis plans . . ' .

‘A -systematic approach to planning for an evaluation should
involve a preliminary review of the proposal to be evaluated
and development of an action plan before initiating-detailed
work. However, in only two cases was a systematic written
analysis plan prepared. Evaluators told. us- that work steps
were generally formulated mentally on 2 contlnulng basis
during the course of evaluation.

Coordination with other
members O the Dpricing team

DOD regulations state that making a cost analysis should
be a2 team effort. The team includes contracting officers,
price analysts, cost auditors, and technical evaluators.

Fach member is a specialist in his area of responsibility.
and technical evaluators should coordinate. with other mempers
to develop information that would be useful in planning work.

-‘Other team members may be able to provide (1) previous
technical evaluation and price analyst reports and proposals
for like or similar items to those included in the proposal
being evaluated, {2) information on the reliability or weak-
nesses in a contractor's estimating system, and (3) historical
data obtained from a contractor's records. This information
can be. valuable to an evaluator in plannlng work because it
may prov1d= information on how a prior evaluation was" ‘made, -
areas in which a contractor may have developed unsupportable
estimates, and previous cost or preducclcnﬂdataffor ‘1ike .
items. In many instances, evaluators did not codrdinate with
other members of the pricing team to obtain this kind of in-
formation. T - - T

INADEQUATE SUPERVISORY REVIEWS

L A

The Defense Supply Agency recognized the- neeé’fef"Super-
visory review to insure an acceptable ‘level of performance.
Its published procedures reguire that supervzsors review the

‘-evaluation report to insure that it contzins suff1c1ent in- .

formation to support recommendations and -that the technical ]
.analyst has made an examination of sufficient depth.- Super~ [ -
visors are alsoc reguired to review supportlng data developed
by evaluators to .insure that there is a complete documenta-
tion trail. We found that evaluators generally developed
limited or no documentation for work done .and to support -
report recommendations.- Activities, -ot#&F“than DSA offlces,
“in our review had no procedures detailing subervisor :esponsz—w
bzllty for reviewing technical evaluation work.

o
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We found that, regardless of whether an activity gdig
or did not have procedures covering supervisory reviews, most
such reviews were cursory and did not always insure that
acceptable levels of work were done.

In six cases, supervisors did not exercise any review

~function. Also, in 31 cases, supervisors did not review

evaluators' supporting documentations to insure that report
recommendations were supported.

MANY EVALUATORS NOT TRAINED

Technical evaluations should be made by adequately trained,
proficient evaluators. Only recently, however, has DOD de-
veloped courses specifically designed to provide needed train-
ing. In April 1973 the Defense Supply Agency developed such
a training course and distributed it to its 11 regions, but

‘as of June 13974, only 4 regions had given the course. One

region conducted a 40-hour training session and the other

‘three conducted formal 2-day briefings for new employees.

The Navy also developed a course, entitled.”An Introduc-

‘tion to Direct. Cost Analysis," that was initially conducteg

in 1973. As of February 1974, the course had been given

to 75 technical personnel, and it was expected that it would
be given to 144 additional personnel by the .end of calendar
Year 1974. The other military services have no formal
courses for training technical personnel in price evaluating.
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UPDATED PRICE PROPOSALS NOT OBTAINED

- OR EVALUATED WHERE WARRANTED

1.

Determine if signitTicant changes were made in the scope of work
prior to the negotiation of the contract, |

Ascertain whether the changes resulted in a revised price proposal
and whether the cognizant . --procurament agency recognized the
need for an eva]u;tion of the uﬁdated proposal.

Determine whether there were significant delays in the negotiation
of the contract price in relation to the d;tes the proposal was
submitted or evaluated. - An updated cost proposal may have been

appropriate.
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SIGNIFTCANT COST UNDERRUNS IN THE . : 4 -
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PERFORMANCz QF CONTRACT EFFORT

1. Where the contract effort is complete or substantially complete,
compare the cost of performance with the negotiated cost. Consider
any underruns in excess'of 5 perceht or s}gggg%g as significant.
Identify the cost elements in which the underrun exists. Where
significant changes have been negotiated to the contract, attemt
to relate the cost of performance to the effort negotiated for
the specific procurement under review. Otherwise include all :li
priced changss %5 the original contract in determfniﬁg toté]'ne;
gctfated costs. If costs were ﬁct negotiated by element, esti-

. mates will have to be made on tﬁe basis of proposed costs and
profﬁ% and the price negotiated.

2. If the contract effort is not gubstantiaTIy completz, obtain an
estimate to ccmﬁlete. Where this data %s not available, estimate

the cost of performnce from the contractor’s accounting system

using (1) the number of items completed or.delivered, (2} cost of

sales or cost input, and (3) work in process inventory considerations.

3. Where the contractor does not record costs by contract, bﬁt rather
uses a parts-cgst or product-line cost system not compatible with |
the end items being produced unde% the contract, make a selective
test a? whatever costing level is comparable with the contractor's
cost proposal. For exampla, compare the matarial prices for
selected high value jtems wﬁﬁhiactua1 purchase history. Compare
the average labor hours experienced in the production of major

asserblies with the amounts proposed.

.25>
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In order ta find significant differences (in excess of 5 percent),
plant-wide or departmental labor and indiract expense rates expe-
riencad during the period should be compared with the rates pro-
posed by the contractor. Also compare the amounts upon which the
proposed rates were based (calculated) with the amounts experiencad
during the respective period(s). -
Correlate the cost of performance results with other potential
weaknesses jdentified during the survey. For example, significant
underruns in labor hours may be associated with an inadequate
preaward audit or tfechnical evaluations of proposed labor hours.
Also, the estimating bases for labor hourstmay not have been
adegquately identified in the cost proposal.

If the timE‘permiés, perform a detailed comparisonAof the proposad

and actual quan;ifies (units, hours etc.) and cost of significant
component items (éuch as individual direct material purchases,

certain direct 1aéor categories or functions, etc.} of the direct
coét elements. This can be done to find possiﬁle defective pri- |
cing which may not otherwise be apparént:and/or to decrease or

increase the probability of defective pricing when significant

-underruns exist in the cost element totals.

It should be noted that the existence of a significant cost overrun(s)

does not preclude the possibility of significant defective pricing. Defec-

tive pricing pertains to the contractor's nondisclosure of all current,

accurate and compliete cost or pricing data as of the date that the nego-
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IDEPTE’ICA_..IOJ OF MAJOR SUBCONTRACTS FOR SE°ARA'TE SURV"Y

. Regional offices should 1dent1“y major subcon."re.c'ts ($1,000 000 or

.pore, or bo_ th more than $100,000 end more than 10 percent of the prime

contractor's proposed contract price) where subc;cntractor cost or pricing
data was reguired. Such subcontracts are sometimes mentioned in the pur-
chasing office price negotiation memorandum (PIEM). Refer to FPR 1-3.807-10
znd 1-3.902 for ways to facilitate the identification of major subcontractors.
The amount for the subecontract ﬁncludec‘. in the prime contractor's submission
is the amount that should be used in determining whether the subcontra.ct
meets the above dollar c_riteria. Refer to FPR 1-3.807-1(b) and 1-3.807-3(pv}(1)
for additional cz;iteria for the identification of major subcontractors for
separate pricing survey and for the requirements for subconiractor cost or
pricing data. Ascertain that the appropriate price adjustment clauses

FPR 1-3.81k4-1 were included in.'bo’ch the prime and subconirazct. Ascertain

if e "Certificate of Current Cost or Pricing Data' was executed by the sub-
contractor(s). |

Beczuse the subcontrzctor to te surveyed may not be m.uhz.n. tue

geographical cognizance of the regional office, which is surveying -the prime

contract, the following pertinent documentation zbout the particulsr subcon-~

. tract,should be sent to PSAD/GP for programing and transmission to the

et e -

cognizant regional office:

& ¥%., 1. Prime and subcontractor's executed Certificate of Current Cost
ok or Pricing Data, if any.

Full 7570 2. Entire subcontractor’s contract pricing proposzl GSA optiomal

Form 59 or 60 or DD Form 633) 2ad supporting schedules, ete.)
3. Purchasing office, administrative contracting office, and prime

contractor cost or price analyses reports.
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L. Purchasing office price negotiaiion memorandum (FiM) on the
prime contract and the prime contractor's P on the subeconirzct
1T appliceble, .
5. Complete subcontract or purchase order.
REPORTING
T Jupersp T
MW& surv_ey report should be su‘nm‘b ted to the Deputy Director,
PSAD/GP at the completion of ihe assignment. Each contract award should be
written up separztely _vith conclusions and recommendstions concerning the
bases for periorming a2 detailed examination of the ﬁrice proposal. The
survey summary shall include the informaiion reguested for the major
~ subcontrzcts. A Form lOO should be prepered for each prime contractor

locat 1on where axn z2udit is warranued and ..he reglonal office has sufficient

+  resources to complete the exanmination by Jul:_; 1977. Tae Form 100

should accompany the survey repori.
If more prime comiract review cendidates are identified in the survey =
than czn be completed within the prescribed period, Form 100's should only
e prepared for those contracis with the most significant indicaziors of
- potentizl ovérpricing. The other contracts shou]_.cl be revi.ewed at a later
-’ da.t? +t the discretion of the regional oi‘-:‘.'ice. I this occurs, ccn‘ca.c# - . Sl

.?SA_D/GP prior to making your final decision.

" ADMINISTRATIVE
| Bi-weekly progress reporis should be submitted to the Depu fy Director,
PSA.D/GP. Questions concerning this survey should be referred to either
Paul L. Jones on 202-382-1544 or Richerd P. Roscoe on 202-382-157'f.

All regions should comtact PSAD/GP at the start of work at each
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Contractor
Location:

City & State

Huntsville,
Alebama

L. Lo.udefdale ’
TFlorida

Cape Canaveral,
Florida

Contract
Fumber

51~NAS ~7-846
eli-NAS-4-23L7

76-NAS~10-8972

9-éﬂ£d

-2
N

Dollar
Value
$3,000,000

327,332

319,000

$3,646,332

Type of .
Procurenent

-

Space Vehlcles

Electrical
Components

R&D Study

ATIANTA REGIONAT OFFICE

Purchasing (Reporting)
Offlce

Goddard Sponce Flight Centar

greenbelt, Marylend

Flighf Research Center
Rdwards, California

John F, Kennedy Space
Flight Center
Cape Canaveral, Florida

ATTACIMENT . i

Name of
Contractor :

Thiokol b

Corporation.

System Engiﬁeeringiﬂ

TR T

B
§

i
|

t
!
[

Laboratorlies .
“International i
Business i
" Machines o i
. , (4] :
f
L,
E'..
i
lfl
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Contractor

Locatlon: Contract

Clty & State Number

Fort Wayne, 51-NAS~5-22497
Indiana - )

St. Paul, FA=75-WA-3624
Minnesota

Minneapolis, FA~T6-WA-3768
Minnesota’ o
Nortlibrook, NIH-75-C-666
Tllinols

Downers Grove 263~75-0077

Illinois

CHICAGO REGTIONAL OFFICE

Dollax
Value

$2,129,700

2,400,000
3,870,000

585,000

200,000
A

$9,184,700

Type of :
Procurement

Space vehlcles

Novigational
Equipment

" Miscellaneous

Supply

Scanner System

Maintenance and
Repair Servicea

f

Purchasing (Reporting)
Office

Goddard Space Flight
Center
Greenbelt, Maryland

RAA ~ Contracts Division
Washington, D,C,

TAA ~ Contracts Division
Washington, D,C.

National Instltute of
Health )

Procurement Branch MM,
DAS/NIH.

Vlashington, D.C.

National Institute of
Health

Procurement Branch MM,
DAS/NIH

Washington, D,.C.

Hame of
Contractor

Internatidnélb
Telephons and

Telegraph-Aero-

space Optical

Sperry-kand
Corporation

Honeywell
Incorporated &

Emitronics
Incorporated

Packerd Instru-
ment Company




Contractor
Loecation:

City & State

Dallas,
Texas

Progreso,
Texas

New Orleanas,
Louisiana

Contract Doller
Number Value
FA~T5-WA~3566 $8,057,869
Modiflcation = 3

ca-h128-A 1,738,469
cG-8-6665 250,000

$10,046,338

DALIAS REGIONAL OFFICH

Type of
Procurement

ATTACHMENT

Purchasing (Reporting)
0ffice

Rodio, Navigational FAA-Contracts Division

Equipment

Radio, T.V.
Equipment

Pollution Control

Washington, D,C,

U.S. Coast Guard
Washington, D,C,

Eighth Coast Guard District
Customhouge
New Orleans, Louslena

Name of
Contractor

Texas
Instruments

Collins Radio

Browning~Ferriaj
Industriea

=

o

-




Contractor
Locatlon:

city & State

Contract
Numher

Denver,
Colorada

Gallup,
New Mexico

Denver,

" Coloredo

Sante Fe,
New Mexico

62-1AS ~8-31665

2h5-76'-009u

263-76-0373

245-76-0068

DENVER REGIONAL OFFICE

ATTACHMENT

Dollar
Value

$1.,300,000

327,513

300,755

' 170,000

$2,098,269

Type of
Procurement

Space vehicles

Remodel obstet-

rical sulte

Serum and saline

solution

Clinlcal and -
Health Service

-

Purchasing (Reporting)  u 
Office o

_ Marshall Space Flight'

Center
Huntsville, Alabama

. Tndian Health Service

Window Rock, Arizonia

National Institute of
Health

Procurement Division, MM,
DAS/NIH

Washington, D.C.

Tndian Health Service

Window Rock, Arizonia =~ ¢

Name of
Contractor

‘Martin Marietta

Corporation

‘Navajo Housing

and Development

Colorado Serum

Company

# Presbyterian
' Medicel Services

i
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Contractor
TLocation:
city & State

Contract
Nunber

Detroit,
Michigan

Albion,
Michigan

* Midland

Michigan

(Fy-75) H~3037

FA~T75-AC~550Lk

9200-75-00415

DETROXT REGIONAL OFFICE

Dollar

Value

$1,579,610
699,793

371,790

$2,651,193

Type of

Procurement

Profilé package

Radio, T.V,
Lquipment

VT PL

Module -

ATTACHMENT
Purchasing (Reporting) Name of
Office Contractor

Housing, Urban Development
.Washington, D.C,

FAA Aeronoutical Center
Oklahoma Clity, Oklahoma

Center for Disease Control

Atlanta, Georgia

R. L. Polk

and Company

Corning Glass

Works

Dow Chemical
Compeany
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Contractor
Location:

City & State

. Wilninpgton,
i Delavare

Philadelphia,
Pennsylvania

i Easton,
Pennsylvania

Ambler,
Pennsylvania

Contract,
Number

NIH-75-C-120CC

(FY 75) H-3720

FA-T5-AC-5359

1282-75-00453

~ ATTACHMENT

PHILADET.PHIA REGIONAL OFFICE

Dollar
Velue

$2,975,000

$1,0l1,320

433,125

183,950

\

4,633,395

Type of

Procurement

Adriamycin

Flscal agent

Electronle
Equipment

Bubscriptions

Purchasing (Reporting)
Of fice

Notional Imgtitute of
Health

Prodéurement Breanch, MM
DAS/NIH

Washington, D,C.

Housing, Urban Development

Federal Insurance Adminlge
tration

Washington, D.C,

FAA-Aeronasutical Center
Oklahoma City, Oklahoms

Health, Education and
Welfare

Health Services Adminige
tration

Rockville, Maryland

Name of
Contractor

Adria Labora=-
tories Incor~
porated

Insurance Company

of North America

International
Telephone and
Telegraph

IMS
Anerica LTD.

*



Contractor
Locatlion}

City & State
Lynwood,

Washington

Warrenton,
Oregon

Seattle

Contract
Number

62-NAg-~8-31722
CG~13-5775

24B-76-0183

SEATTLE REGIONAL OTFTICE

Dollar
Vo lue

$ 649,919

117,608

546,668

§1,314,195

Type of

Procurement

'R&D

Hardware

Miscellaneous
Construction

General Health
Care :

Purchasing (Reporting)
Office

Marshall Space Flight
Huntsville, Alabama

Thirteehth Coast Guard
Seattle, Washington

Indlan Health Service
Portland, Oregon

ATTACHMENT

Name of
Contractor

ELDEC
Corporation

Port of Astoria

Seattle Indlan
Health Board

i






